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We use a dynamic factor model proposed by Stock and Watson [1998, 1999, 2002a,b] to forecast Colombian
inflation. The model includes 92 monthly series observed over the period 1999:01-2008:06. The results show
that for short-run horizons, factor model forecasts significantly outperformed the auto-regressive benchmark
model in terms of the root mean squared forecast error statistic.

The series Borradores de Economía is published by the Economic Studies Department at the Banco de la
República (Central Bank of Colombia). The works published are provisional, and their authors are fully
responsible for the opinions expressed in them, as well as for possible mistakes. The opinions expressed herein
are those of the authors and do not necessarily reflect the views of Banco de la República or its Board of
Directors.

https://www.banrep.gov.co/sites/default/files/publicaciones/archivos/borra549.pdf

